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Re search and Analysi s on the Soviet Defense Industries 

Currently Underway in OSR ~ 
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. 0SR studies the Soviet defense industries for two 
primary purposes: 

--To provide the basis for our estimates 

future Soviet military forces and capabilities 
and * 


--To increase our understanding of the Soviet 
weapons acquisiton process and the factors 
which influence it. 


£ 


This activity absorbs about a fourth of the OSR research 

° n * he Th ® se res ources are located in various 

parts of the office. The responsibility for estimating 
and projecting defense industrial output in physical terms-' 

. e nu rot>er of missiles, a ircraft, shins, tanks, etc. --lies 
m our / — 1 * — 
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The organization and 
Tuition process is followed 
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Economi c analys is ot the Soviet detense industries is done 


in the 

defense industries is outlined below 


liie present focus of our research on the 
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Output of the Soviet Defense Industries 

Each year we make estimates of current annual pro- 
duction and ten year projections of future annual pro- 
duction and ten year projections of future annual pro- 
duction of military hardware in both physical and value 
terms.'' These estimates provide the basis for our projec- 
tions of the future forces for the various national 
intelligence estimates. They are the subject of increased 
interest this year in view of our new appreciation of the 

tt c cd “I e f cal ?ting costs of producing defense goods in the 
UbbK and the tightening resource situation forecast for the 
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1980s. This is a large effort which involves various ele- 
ments within OSR as well as support from several other 
offices of the DDI. 

The physical estimates are made in response to a 
request by the Secretary of Defense for statistics com- 
paring Soviet and US weapons deliveries and form the 
basis of our costing effort. The projections of future 
production are also critical to CIA efforts to project 
future military forces and capabilities. Most of the 
analysis is done in our forces divisions. It involves 
a detailed and continuing all-source analysis of the 
ongoing weapons programs at individual production facili- 
ties and a fitting of projected follow-on programs into 
these facilities. 


The value estimates are derived by applying cost 
factors to the estimates and proje ctions of physical pro- 
duction. This wor k is done in our 


With the exception o± snips- -wmcn are 
costed directly in rubles by means of a Soviet costing 
model--the physical production is valued initially in 
dollar cost terms and converted to rubles by means of 
ruble-dollar conversion factors. The dollar costing effort 


currently entails the bulk of the research time off 
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analysts and a sizable external research program with US 
defense contractors. The ruble-dollar effort is described 
below under the heading Pricing in the Soviet Defense 
Industries . 
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In addition to the above micro-type analyses, we 
have underway a project to estimate the total value of 
Soviet defense industrial output from announced Soviet 
statistics. One of the projects specifically requested 
by the Secretary of Defense, it will explore a number of 
methodologies for estimating defense output from Soviet 
data and put them under one cove r. We expect this project 
to take the full-time efforts of| 
of the' coming year. 


analysts for most 
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Or ganiza t ion and Managemen t of We an one Pm 

Procurement 


We have devoted a considprahu rj - 
three years to exploiting r ^ ble effort the last 

defense industries. This has vielrl^ . r " I Soviet 

of new information on organization^ d * S12able body 
operating practices. This pr?i ect ’ h ^ nagenient . and 
mg upon this new information 5 ha f as lts g° al draw- 
standing of the weapons acquisi?ion Vel ° P a b ? tter under- 
It is focused on the institm-i tl01 ? P roc oss in the USSR, 
process: Politburo o° ns involved in that 

the General Staff) militarv%or LU ’ 1Cil * M0JD > (in particular 
VPK, defense industrial ministries eS a* C ° LU ' lCi ^ Ministers, 
prises, GOSPLAN, and GOSSNAB. * s °ciations and enter- 
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Def ense Industrial Cap acity 


and pace of Soviet^efenseHproir* 116 current magnitude 
8 years or so--i. e a 4 _r Programs over the next 

in defense spending.’ This is r based annUal £ ate of growth 
fication of Sew programs n il Up0n the denti- 
tion m the complexity and henceTn^ ’ continuing escala- 
and the lack of any indicator* of f °llow-on systems 

production capacit? ^ or ’ 

this projection is acniratp 8 diverted to other uses. If 
expansion of plant and faJil itie^i^th 5 ^ J ommens urate 
We currently have in work join? lv w fjw r^f nse industries, 
measure plant expansion activi??. 7 - L a P ro i e ct to 
industrial ministries durijj the nai? ® achr ^ the defense 

lo nger term, we plan to develop tima *f lyS years * In the 
of in time series on the growth 

13 dU ' ““ 7 UU, ‘° on_ ^®”hlpbu l ? l!?™ a and aircraft talus??]* ) 

Befense Tn<1<i ^._ 

engi«e r ri^"ost y s e t a ;dies W bri,s aYe , been s P ons «i„g 

able Soviet military equipment industrial firms of avail- 
included comments on the manufarti,^ Se studies have 
practices employed by the Sovfe?* yiHg Procedures and 

ment ‘ ThiS Pr0gram has highly^uccessful, providing 
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new insights into Soviet production practices in the 
Soviet defense industries. These results have been dis- 
seminated both in contractor reports and in OSR publications. 
This effort is continuing and could be expanded should 
more equipment become available. 


OSR currently is sponsoring two additional studies on 
Soviet defense industry. A detailed survey of industrial 
planning and production practices in the Ministry of Radio 
Industry is being prepared by an engineer-economist defector 
source. The second study is an analysis of the production 
process in a Soviet plastics plan t engaged in solid propel- 
lant production being prepared by| | 
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Pricing in the Soviet Defense Industries 


About half of our 


is 


devoted to analysis of pricing m the Soviet defense 
industries. This includes the development of ruble cost 
estimating models, estimation of ruble-dollar conversion 
factors reflecting the comparative efficiency of Soviet 
and US defense industries, analysis of pricing policies 
and practices, and a estimating the rate of price inflation 
in the Soviet defense industries. 


25X1 


Soviet cost estimating models . The most significant 
breakthrough in the area of pricing in the Soviet defense 
industries has been the acquisition of a Soviet model for 
costing merchant ships. We have adapted this model to naval 
ships and use it in our defense expenditure estimates. The 
model, and its adaptation to costing naval ships, is described 
in a paper entitled Estimating the Cost of Shipbuilding in the 
USSR 3 which is currently in the publication process. The 
success of this model has led us into exploring the pos- 
sibility of developing additional models from Soviet price 
data. We have developed a less sophisticated model to 
ruble cost Soviet bulldozers and further models can be 
developed for other earth-moving and heavy construction 
equipment. 

In addition to their immediate value in improving 
our estimates of defense output, such models add to our 
understanding of the cost structure and pricing system. 
Furthermore, they are an excellent tool for measuring price 
inflation (discussed below). 
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Ruble -dollar conversion factors . While we are able 
to cost ships and a few other lesser items of eauipment 
directly in rubles, the bulk of Soviet military ‘equipment is 
costed first m dollars and converted into rubles with ruble- 
dollar ratios. The development of such ratios involves the 
gathering of a sufficient sample of Soviet prices for military 
products and estimating the appropriate dollar costs to apply 
to these itmes. This work is critical to our estimates of 
Soviet defense spending and analysis of the output and effi- 
ciency of the Soviet defense industries. (Indeed, it was 
analysis of the substantial body of new Soviet price infor- 
mation that was behind the bulk of the recent increase in our 
estimates of Soviet defense spending and our appreciation 
that the Soviet defense industries are far less efficient 
than we had thought. 

The results of this effort will enter into the new 
defense spending estimates which are currently in prepara- 
tion. They will also form a basis for more accurately 
assessing the relative efficiency of defense and civilian 
industry in the USSR. 

Pricing policies and practices . We currently are 

^ P a P er oft Soviet pricing policies and practices. 

The material for this paper is drawn from open Soviet litera- 
ture, the body of knowledge we have gained from our ruble- 
dollar rat io work, and the exploitation of| | 9 

I This paper will examine the pricing policies for 
civilian and military industrial goods both before and after 
the 1965 economic reform. It will treat the differences in 
price formation policies ; the relationship between price and 
cost; and the impact of these factors on relative prices and 
relative efficiencies. 

Price inflation . Accurate price deflators are essential 
both to our ruble-dollar work and to fitting our defense and 
GNP estimates to the economic statistics that the Soviets 
publish. Our best window on this problem in the defense 
industry area is shipbuilding, where we have 'excellent price 
and cost data in addition to the ship costing model. This 
information indicates substantial price increases resulting 
from increases in the prices of inputs and changes in pricing 
policies m the industry. This project is now in the drafting 
stage. We are current ly in the process of exploring similar 
opportunities in the other defense industries. 
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